§603.650

§603.650 Designation of auditor for
for-profit participants.

The auditor identified in an expendi-
ture-based TIA to perform periodic and
award-specific audits of a for-profit
participant depends on the cir-
cumstances, as follows:

(a) DCAA or an IPA will be the audi-
tor for a for-profit participant that
does not meet the criteria in paragraph
(b) of this section. Note that the allo-
cable portion of the costs of the IPA’s
audit may be reimbursable under the
TIA, as described in §603.660(b). The
IPA should be the one that the partici-
pant uses to perform other audits (e.g.,
of its financial statement), to minimize
added burdens and costs.

(b) Except as provided in paragraph
(c) of this section, the Federal cog-
nizant agency (e.g., DCAA) must be
identified as the auditor for any for-
profit participant that is subject to
Federal audits because it is currently
performing under a Federal award that
is subject to the:

(1) Cost principles in 48 CFR part 31
of the Federal Acquisition Regulation
(FAR); or

(2) Cost Accounting Standards in 48
CFR Chapter 99.

(c) If there are programmatic or busi-
ness reasons that justify the use of an
auditor other than the Federal cog-
nizant agency for a for-profit partici-
pant that meets the criteria in para-
graph (b) of this section, the con-
tracting officer may provide that an
IPA will be the auditor for that partici-
pant in which case the reasons for this
decision must be documented in the
award file.

§603.655 Frequency of periodic audits
of for-profit participants.

If an expenditure-based TIA provides
for periodic audits of a for-profit par-
ticipant by an IPA, the contracting of-
ficer must specify the frequency for
those audits. The contracting officer
should consider having an audit per-
formed during the first year of the
award, when the participant has its
IPA do its next financial statement
audit, unless the participant already
had a systems audit due to other Fed-
eral awards within the past two years.
The frequency thereafter may vary de-
pending upon the dollars the partici-
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pant is expending annually under the
award, but it is not unreasonable to re-
quire an updated audit every two to
three years to verify that the partici-
pant’s systems continue to be reliable
(the audit then would cover the two or
three-year period between audits).

§603.660 Other audit requirements.

If an expenditure-based TIA provides
for audits of a for-profit participant by
an IPA, the contracting officer also
must specify:

(a) What periodic audits are to cover.
It is important to specify audit cov-
erage that is only as broad as needed to
provide reasonable assurance of the
participant’s compliance with award
terms that have a direct and material
effect on the RD&D project.

(b) Who will pay for periodic and
award-specific audits. The allocable
portion of the costs of any audits by
IPAs may be reimbursable under the
TIA. The costs may be direct charges
or allocated indirect costs, consistent
with the participant’s accounting sys-
tem and practices.

(¢c) The auditing standards that the
IPA will use. The contracting officer
must provide that the IPA will perform
the audits in accordance with the Gen-
erally Accepted Government Auditing
Standards.

(d) The available remedies for non-
compliance. The agreement must pro-
vide that the participant may not
charge costs to the award for any audit
that the contracting officer determines
was not performed in accordance with
the Generally Accepted Government
Auditing Standards or other terms of
the agreement. It also must provide
that the Government has the right to
require the participant to have the IPA
take corrective action and, if correc-
tive action is not taken, that the
agreements officer has recourse to any
of the remedies for noncompliance
identified in 10 CFR 600.352(a).

(e) Where the IPA is to send audit re-
ports. The agreement must provide
that the IPA is to submit audit reports
to the contracting officer. It also must
require that the IPA report instances
of fraud directly to the Office of In-
spector General (OIG), DOE.
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(f) The retention period for the IPA’s
working papers. The contracting offi-
cer must specify that the IPA is to re-
tain working papers for a period of at
least three years after the final pay-
ment, unless the working papers relate
to an audit whose findings are not fully
resolved within that period or to an un-
resolved claim or dispute (in which
case, the IPA must keep the working
papers until the matter is resolved and
final action taken).

(g) Who will have access to the IPA’s
working papers. The agreement must
provide for Government access to
working papers.

§603.665 Periodic audits of nonprofit
participants.

An expenditure-based TIA is an as-
sistance instrument subject to the Sin-
gle Audit Act (31 U.S.C. 7501-7507), so
nonprofit participants are subject to
the requirements under that Act and
OMB Circular A-133. Specifically, the
requirements are those in:

(a) 10 CFR 600.226 for State and local
governments; and

(b) 10 CFR 600.126 for other nonprofit
organizations.

§603.670 Flow down audit require-
ments to subrecipients.

(a) In accordance with §603.610, an ex-
penditure-based TIA must require par-
ticipants to flow down the same audit
requirements to a subrecipient that
would apply if the subrecipient were a
participant.

(b) For example, a for-profit partici-
pant that is audited by the DCAA:

(1) Would flow down to a university
subrecipient the Single Audit Act re-
quirements that apply to a university
participant;

(2) Could enter into a subaward al-
lowing a for-profit participant, under
the circumstances described in
§603.650(a), to use an IPA to do its au-
dits.

(c) This policy applies to subawards
for substantive performance of portions
of the RD&D project supported by the
TIA, and not to participants’ purchases
of goods or services needed to carry out
the RD&D.

§603.680

§603.675 Reporting use of IPA for sub-
awards.

An expenditure-based TIA should re-
quire participants to report to the con-
tracting officer when they enter into
any subaward allowing a for-profit sub-
awardee to use an IPA, as described in
§603.670(b)(2).

PROPERTY

§603.680 Purchase of real property
and equipment by for-profit firms.

(a) With the two exceptions described
in paragraph (b) of this section, the
contracting officer must require a for-
profit firm to purchase real property or
equipment with its own funds that are
separate from the RD&D project. The
contracting officer should allow the
firm to charge to an expenditure-based
TIA only depreciation or use charges
for real property or equipment (and the
cost estimate for a fixed-support TIA
only would include those costs). Note
that the firm must charge depreciation
consistently with its usual accounting
practice. Many firms treat deprecia-
tion as an indirect cost. Any firm that
usually charges depreciation indirectly
for a particular type of property must
not charge depreciation for that prop-
erty as a direct cost to the TIA.

(b) In two situations, the contracting
officer may grant an exception and
allow a for-profit firm to use project
funds, which includes both the Federal
Government and recipient shares, to
purchase real property or equipment
(i.e., to charge to the project the full
acquisition cost of the property). The
two circumstances, which should be in-
frequent for equipment and extremely
rare for real property, are those in
which either:

(1) The real property or equipment
will be dedicated to the project and has
a current fair market value that is less
than $5,000 by the time the project
ends; or

(2) The contracting officer gives prior
approval for the firm to include the full
acquisition cost of the real property or
equipment as part of the cost of the
project (see §603.535).

(c) If the contracting officer grants
an exception in either of the cir-
cumstances described in paragraphs
(b)(1) and (2) of this section, the real
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